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CONFIDENTIAL BONN 18267 

DEPARTMENT PLEASE PASS TREASURY AND FEDERAL RESERVE 

E.O. 11652: GDS 
TAGS: ECON, EFIN, GW 

SUBJECT: GERMAN COUNCIL OF ECONOMIC EXPERTS ANNUAL 
REPORT FORECASTS LOWERED GROWTH AND RECOMMENDS 
RESTRAINT 

REF: BONN 18184 

1. THE GERMAN COUNCIL OF ECONOMIC EXPERTS PRESENTED ITS 
APPRAISAL ON ECONOMIC DEVELOPMENT TO THE GOVERNMENT ON 
NOVEMBER 22. THIS INDEPENDENT GROUP OF ECONOMISTS 
FORECAST THAT GNP IN REAL TERMS WILL GROW 0.5 PERCENT 
IN 1974 AND 2.0 PERCENT IN 1975. THESE FIGURES 
REPRESENT ANOTHER DOWNWARD SHAVING OF WHAT HAS BEEN 
EXPECTED FOR GERMAN ECONOMIC PERFORMANCE. IT REFLECTS 
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PICKUP TO 3.5 PERCENT FOR THE SECOND HALF. IMPLIED IN 
THE FORECAST IS AN 1 1 PERCENT WAGE INCREASE. THE COUNCIL 
ADVISES AGAINST ANY ADDITIONAL EXPANSIONARY PROGRAMS 
BEYOND THE CURRENT PUBLIC SECTOR SPENDING PLANS. A 
MODEST RELAXATION OF MONETARY POLICY IS NOT PRECLUDED. 

IT OBSERVES THAT THE WINTER UNEMPLOYMENT SITUATION CAN 
NO LONGER BE HELPED BY ADDITIONAL MEASURES. UPWARD 
PRESSURE ON THE DM SHOULD NOT BE COUNTERED, THE REPORT 
MAINTAINED. CONSUMER PRICES ARE PREDICTED TO RISE BY 
5.5 - 6.0 PERCENT IN 1975. 

2. DESPITE THE FOREGOING FORECAST. THE COUNCIL ALSO 
HELD OUT HOPE OF A HIGHER GROWTH RATE (2.5 PERCENT IN 
1975) AND LOWER INFLATION (5 - 5.5 PERCENT) IF THE WAGE 
INCREASE WERE HELD TO 9 PERCENT. 

3. DUE TO ITS LENGTH (NEARLY 400 PAGES) A MORE DETAILED 
EMBASSY SUMMARY OF THE COUNCIL'S FINDINGS WILL BE SENT 
NEXT WEEK. 

4. COMMENT. THOUGH THE COUNCIL IS A HIGHLY RESPECTED 
BODY, AS POINTED OUT IN THE REFTEL, ITS POLICY RECOM- 
MENDATIONS ARE NOT BINDING ON THE GOVERNMENT. A SOURCE 
IN THE ECONOMICS MINISTRY AT THE DEPUTY ASSISTANT 
SECRETARY LEVEL TOLD AN EMBOFF THAT THERE IS NO QUESTION 
BUT THAT A STIMULATIVE PROGRAM UTILIZING COUNTERCYCLICAL 
RESERVES WILL BE SET IN MOTION JUST AFTER THE FIRST OF 

THE YEAR. HE SAID THESE WOULD CONSIST OF DM 3.5 BILLION 
FOR "GLOBAL" APPLICATION AND DM 1.5 BILLION FOR SECTORAL 
USE. HE ATTRIBUTED THE APPARENT RETICENCE OF HIS 
MINISTRY ON THIS SUBJECT TO THE DESIRE NOT TO INFLUENCE 
LABOR IN INFLATING ITS DEMANDS IN THE CURRENT 
ROUND OF WAGE NEGOTIATIONS. THE COUNCIL FITS IN NICELY 
WITH THIS APPROACH IN SUGGESTING THAT LOWER WAGE DEMANDS 
WOULD RESULT IN HIGHER OVERALL ECONOMIC BENEFITS. 
HILLENBRAND 
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